Credit application

BU. FMD and Real Esiate
OE: Structured Credit Analysls, London Branch

14/1212007
1. Borrower Data

Borrower, Bearer of economic Risk (TWR)

1) A new SPV to be established. with such a name to be agreed between the
parties (*NewCoSPV1") )

2) A new SPV to be established, with such a name to be agreed between the
parties ("'NewCoSPV2")

2) A new SPV to be established, with such a hame to be agreed between the
patties {'NewCoSPV3")

Borrower Unit, TWR-Group, (if necessary: Internal Risk Unit)

NewCoSPV1, NewCoSPV2, NewCoSPV3

Industrial Sector Risk Country
Special Purpose Vehicle ("SPV") Ireland
Essential hotes

e

HSH NORDBANK

New Competence Level 1

Relationship since n/a

Strategy Compliant X
Cpportunistic

Reting HSH Nordbank  LCR 1{AAA)

External Rating ‘ nia
GroBkredit a
Organkredit [l
Risk Provision

[EUR m)

The transactions confempiated reflects HSH's desire for optimisation of its Risk Weighted Assets Recourse will be fimited
to the assels held by the SPVs. The KYC process of HSH in co-operation with the Compliance Officer will commence upon
receipt of credit approval for this transaction. However the SPVs are SPVs partly sponsered by HSH no problems are
immed ately foresean. Given the similarity on the risk profile the facilities for the SPVs are apptied for together in this one

appication.

2, Economic equity requirement

Economic Equity {EUR mililon}
o5 per Existing Now Total Leo Commant
Borrower! TWR 0 TBA TBA TBA
Borrower UnitVTWR.Group 0 TBA TBA
B amouats in EUR mifiion]
3. Application ‘
Credit Type Amount %‘lﬁ;’w Maturity Purpose

1. CDS Line 2,250 2,052 2034 Cash collateralised COS
2. Liquidity Facitity 2,250 364 days  Standby Liquidity (NewCcSPV2)
2 Repo Line 45 364days Repo line (NewCoSPV3)

Sum 2,285
Collateral nwW BLW
CLN referencing” a porifolio of Real Estate Loans
and secured by cash.
Other details regarding the application
Implicit intevest, currency and/or Iiquldity components of an option Yes No O (see 5.1)
Loan econtract includes “syndication clause” Yes No D i
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4. Commitment Summary Bl amounts in EUR million]
a) Borrower/TWR HSH Nordbank AG incl. applicalion

;’ ‘:’; :2’ 1112007 Prior Line New Line 89€.2¢C.10  Extemel lines  Ovtstanding
e ype

Crodits upto 1y (NewCoSPV2} 0 2,250 2,250

(current fort yand upio5yrs

accounts, loans) for more than 5 yrs

Guarantees. Letlers of Credhi

Trading Lines (NewCoSPV3) ¢ 45 45
Trading Lines (NewCoSPV1) 0 2,250 2,052 198
Individual decision trading aclivities
General Credit Lines ’
Participations
Commitment Foreign Branches o
Sum prior to Syndication 4,545 2,052 2,493
. Share for Syndication
Sum 4,545 2,052 2,483
Settement Lines
Guarantee Commitment Amount
Tenany/ Charterer Commitment Amount
b) Borrower Unit/ TWR.Group HSH Nardbank-Group incl. application
:;:;: ::I::&M? Prior Line New Line %ﬁ;’f&: External linos Outstanding
Credits up to 1y (NewCoSPV2) ) 2,250 2,250
(current accounts,  for 1yand upto 5 yrs
toans) for more than § yrs
Guarantees. Letters of Credit
Trading Lines (NewC0OSPV3) - Repo 0 45 45
Trading Lines (NewCoSPV1) - CDS 0 2,250 2.082 198
Individua) decision trading activities
Genersl Credit Lines
Parlicipations
Commilment Foreign Branches
Commitment Subsidiaries
Sum prior to Syndication 4,545 2,052 2,493
4. Share for Syndication
8Sum 4,545 2,052 2,493
Settiement Lines
Guatantee Commitment Amount

Tenant/ Charterer Commitment  Amount

Other information

The Liquidity & CDS line requirement is USD3bn, which has been converted at 1.467 plus 8 10% add on for currency
fluciuations The rating of the SPVs will be finalised as a result of the due diligence review and analysis of the HRE portfolio in
conjunction with KRM. The rating will be based on the faci that they only holds sssets that are either cash or have securities
that have in built ¢redit enhancement required for an approximate AAA rating.
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8. Analysis
5.1 Notes on the application/ ohject! project : Blobal Head Book

Structured Credit Analysis in co-operation with BU Real Estate and Global markets has been working with
Hypo Real Estate Bank International AG ("HRE") on a mutually beneficial structure to optimise both HSH's and
HRE's Risk Weighted Asset ("RWA”") exposure. Based on the result of this work, this credit application seeks
approval for a solution that reduces RWA on a HSH portfolio of Real Estate assets of up fo $3.8bn (the
“Portfolio"), whilst providing a segregated backstop liquidity facility to a new SPV, NewCoSPVa. Importantly this
transaction has received approval from Legal and Compliance Department in Kiel that it meats the BaFin
requirements for Base! | purposes and has also been reviewed by external legal counsel at Clifford Chance.

The transaction can be represented as follows:
HSH HRE

$3 8bn Portfolo $3 8bn Portido

Rewived First 2C%

Relnined F °x220%
1T 3350 {SPV2 CLN proceeds) 3 Cash Colialarai

$3bn {SPV1 CLN praceeds) a1 Cash Collsterol 3bRCDS $360CDS
u~d 1% Piedge over Cash Collatersl] | (Finmncial {F-nencial ar4 1% Pledpe over Cesh Co'lateral
Guearantcel Gumrantee)
Securit 2~ Placge 27 Plespe i
y over Cash . ] cver Cosh Secu”ty
Trustee Of Collstars! y Ca'late-sl Trustee of
PR SPV 1 SPV 2 S ’
SPV1 ; SPV2
1 I
82 937en 5'. 3259700 -
=" Semios CLN £2 9876\ Jsen a-cun Ret HRE DY
L~ o Seckstop
Bachstop Junior CLN $3ma Pa-l’olic $2 887bn Lilthly
H R E L quidity . . Jur.or CLH $3mn H S H
* SPV 3

Cancerab'e Repo Senior CLK Ret HSM Porliolho $2 997ba Conca: abia Rapn: Semor CLY Rel HSK PorWolo §2.997bn

Purchese of SPV 1Junor CLN 83mn |
Purchass of SPV 2Jur or CuN $3mn

Thirg Party
Investor

In order to reduce the current RWA of the Portfolio, HSH will purchase Credit Default Swap protection
referencing the Portfolio (the "HSH CDS") from NewCoSPV1. The nominal vaiue of the HSH CDS will be S3bn
{the "Protected Portfolio™) and will therefore incorporate a retalned first loss of approximalely 20% (the
“Unprotected Portfolio”). NewCoSPV1 will provide $3bn cash to HSH to collateralise its exposure. As a result
the Protected Portfolio will receive an RWA of 0%. NewCoSPV1 will finance the collateral via the issuance of a
$2 997bn Senior CLN (the “SPV1 SnrCLN") and a $3mn Junior CLN (the SPV1 JnrCLN").

Contemporaneously, with the above, HRE (rated A/A1/A*+ by S&P/Mcody’'s/Fitch respectively) will purchasa
$3bn CDS protection (the “HRE CDS") from NewCoSPV2 which will be fully cash collateralised. The HRE CDS
will reference a portfolio of $3.8bn equivalent of real estate assets. Similarly, NewCoSPV2 will finance the
collateral via the issuance of a $2.997bn Senior CLN (the *SPV2 SnrCLN") and a $3mn Junior CLN (the "SPV2

JnrCLN").

To finance the purchase of the CLNs, NewCoSPV1 and NewCoSPV2 will both enter into repurchase
agreements with a separate entity, NewCoSPV3. In turn NewCoSPV3 will finance itself with separate repos
with HSH and HRE the collateral for which will be the respective Senior CLNs. Importantly, HSH will nct repo a
CLN referencing assets originated by ilself i.e. the SPV1 SnrCLN. Whilst both the Senior CLNs will not be rated

due to the credit enhancement the implied ratings will be AAA.

An external 3 party invester will purchase 100% of the equity of NewCoSPV3. NewCoSPV3 will purchase the
equity of both NewCoSPV1 and NewCoSPV2 both of which will represent approximately 51% of the first loss.

HSH will provide a 364 day Backstop Liquidity Facility ("BLF"} to support NewCoSPV2 in the event that the
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repo facility with NewCoSPV3 is Uunavailable to provide funding. Again, whilst it is not envisaged to be drawn, to
the extent that the BLF is actually drawn this will be secured by the SPV2 SnrCLN. HRE will provide a separate
backstop liquidity facility to NewCoSPV1.

The actual assets that will form the Portfolio have not been finalised as yet. Therefore detailed analysis
including the weighted average rating, spread, expected loss and economic capital requirement cannol be
included in this application. In addition HRE have still to provide details on their likely portfolio, which will be
subject to due diligence analysis by BU Real Estate. However, in view of the extremely tight timeframe for
approval, documentation and execution, and the fact that this application requires Competence 1 level approval
anyway, itis proposed that once the Portfolio has been finalised (and the aforementioned calculations made)

this information be confirmed to KRM.

The transaction as considered above has been reviewed and approved as acceptable by NPNM (see attached
NPNM vote). The daily mark to market of the Senior CLNs issued by SPV1 and SPV2 will be provided by HRE
and HSH respectively. BU Real Estate will arrange for their credit analysts to ensure a suitable valuation is
provided taking into account the loans the retained 20% and the first loss. This is a feature of the transaclion.

§.2 Notes on the borrower /! TWR

NewCoSPV2 is to be a bankruptcy remote SPV to be incorporated in the Republic of Iretand or other

suitable jurisdiction. NewCoSPV2 is a new SPV and will be set up to meet the usual SPV requirements i.e.
bankruptcy remote, no employees etc. The appropriateness of the legal documentation will be reviewed and
verified by HSH legal counse! before any transaction with NewCoSPV2 is executed. NewCoSPV2 will not be

explicitly rated.

NewCoSPV1 is to be a bankruptey remote SPV to be incorporated in the Republic of Ireland or other
sultable jurisdiction again meeting the usual SPV requirements. NewCoSPV1 will not be explicitly rated.
Despite the fact that HSH wili not be transacting directly with NewCoSPV1, the appropriateness of the lega!
documentation will be reviewed and verified by HSH legal counsel.

Finally, NewCoSPV3 is to be a bankruptcy remote SPV to be incorporated in the Republic of Ireland or other
suitable jurisdiction meeting standard SPV requirements. NewCoSPV3 will not be explicitly rated. The
appropriateness of the legal documentation will be reviewed and verified by HSH legal counsel before any
transaction with NewCoSPV3 is executed.

5.3 Legal Situation
The transactions that NewCoSPV2 and NewCoSPV3 executes with HSH will be legally ring-fenced and also

bankruptcy remote. HSH internal and or external legal counsel will review all documentation. In addition Legal
Department in Kiel have reviewed the structure and confirmed that the Basel | RWA treatment described within

this application is appropriate.
5.4 Industrial Sector / Market / Evaluation Portfolio Management

The financing of NewCcSPV2 Is to be in the form of repo lines from NewCoSPV3. As the repo is to be fully
funded at inception, minimal risk is foreseen for this element of the transaction. It is expected that NewCoSPV2

and therefore NewCoSPV3 will be financed by repo throughout the duration of the transaction.

The HSH CDS and the HRE CDS will be purchased to match the maturity profile of the underlying respective
real estate portfolios. In turn the CLNs will aiso be issued to the same maturity. itis proposed that the actual
repo transactions will be structured to roll on the same day on a monthly basis. Whilst the Senior CLNs are
funded via the repo facility the default risk will be assumed by the relevant repo counterparty after the equity
position which is ultimately assumed by the third party investor. The documentation of the repos will be such
that 100% of the financing of NewCoSPV3's CLNs must be via the repos with HSH and HRE simultaneously. In
the event that the HSH and HRE repos cannot be rolled then NewCoSPV3 will not roll the repos with
NewCoSPV1 and NewCoSPV2 which will uitimately trigger a funding requirement under the HRE liquidity

facility and the BLF.

HSH will retain the right to terminate the repo with NewCoSPV3 if it determines that the price of the repo has
exceeded the market level appropriate for the underying SPV2 SnrCLN. HRE will have the same right with

respect to its repo.
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HSH's ultimate recourse will be to the assets of NewCoSPV2, being the SPV2 SnrCLN and the cash collateral.
Whilst we are still awaiting the exact details of the HRE portfolio to be included in this transaction it is
understood that it will be largely Eurcpean based commercial real estate. In view of the short time available it is
proposed that this application is on the basis that approval is subject to a satisfactory due diligence of the
portfolio by BU Real Esiate Department analysts plus KRM. As the HRE portfolic is likely to be denominated
largely in Euro, HRE will assume the cross cumrency risk with NewCoSPV2. HSH is protecied as the SPV2

SnrCLN and the cash collateral will be in USD.

In addition to the detailed review of the HRE portfolio, NewCoSPV2 and NewCoSPV3, and therefore HSH via
the repo and possibly the BLF, will benefit from the credit enhancement provided by HRE. Over and above
rating agency methodology it is proposed that the credit enhancement is sized at approximately 20% thus
ensuring a AAA risk profile. For the avoidance of doubt neither the Senlor CLN's will be rated and therefore the

AAA rating is implied only.

In order to mitigate against the risk of a default of HRE creating losses for NewCoSPV2, NewCoSPV3 or
potentially HSH via the repo or BLF, Clifford Chance have advised that protection against this is afforded under
German law. Immediately prior to 2 HRE bankruptcy HRE's CDS contract with NewCoSPV2 would be
cancelied and the cash collateral returned. At this point it is highly likely that HSH would toc choose to unwind

it's protection from NewCoSPV1.

Notwithstanding the legal assessment and whilst of course HSH provides both the BLF and the repo to
NewCoSPV1 and NewCoSPV3 respectively, given the restricted nature of transactions that the SPVs will
conduct it is reasonable to assume that HSH has a degree of indirect exposure to HRE via this transaction as
contemplated and vice versa. A separate application for limits on HRE Is therefore being prepared. As a
mitigant against potential long dated counterparty exposure the transaction it is proposed that the HSH and

HRE will retain regulatory call features at the option.

5.8 Economic Situation

The main driver for the transactions contemplated is to optimise HSH's Basel | capital charge. As a resuit of
executing the transactions HSH stands to make significant Basel | capital savings as follows:

Description Risk Weight | Capital Ratio Basol | Capltal !
Existing $3.8bn Portfolio as currenty booked 100'% 8% $304,000,000
$3bn Protected Portiolio 0% 8% $0
$0.8bn Unprotected Portfolio {less 1* loss) 100% 8% $61,600,000
First Loss of Unprotected Portfolio 100% *3 100% $§7,100,00
NewCoSPV2 Liquidity Facility 0% 8% | $0
NewCoSPV3 $3bn Repo Facility | 100% Seebelow | S0 (minimal)
Maximum Total Basel | Capital “Saving” to HSH | __ $235,300,000

Whilst the Porifolio remains to be finalised an initial draft provided by BU Real Estate has an expected loss of
approximately 6 2 basis points. Based on this expected loss, the above table is consistent with Legal and
Compliance Department's approach to the capital treatment of retained first loss pieces, such as that for the
Unprotected Porifolio, which requires that 3 times the amount of the expected loss must be treated as a one for
one deduction of capital. Any residual portion of the first loss that is outside of this cakulation may be treated

as a 100% RWA with an 8% capital ratio applied.

Reflecting the fact that the HSH CDS will be cash collateralised by NewCoSPV1, the Protected Portfalia will
enjoy 0% RWA. In addition as the BLF wil: be structured as a 364 day confingent facility to be drawn in the
event that the repo cannot be rolied and not against defaulited assets this too will enjoy a 0% RWA treatment.

The repos are to be booked onto the Global Markets Trading Book. In discussions with Group Risk
Management as the repos are for less than one year the required line Is caiculated as the total nominal repo
line times by 2% (i.e. 2,250,000 x 2% = €45mn equiva'ent). However, as advised by Group Risk Management.
capital charges will only be Incurred to the extent that the line is utilised. Utilisation will only be as a result of

! Please nolc that the portlolio is not certain at this point and that a lower a1 crage risk weight on the postfolio reduces the
RWA savings.
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mark to market movements in the underlying collateral, which in this case for HSH will be the SPV2 SnrCLN.

As the SPV2 SnrCLN will benafit from the 20% credit enhancement and be refsrenced to a bespoke portfolio of
HRE originated assets it is expected that the price will not significantly deviate from par. Assuming this is the
case and the SPV2 SnrCLN does not experience negative credit events within the underly:ng reference

portfolio, litlle to no capital charges are expected as a result of the repo line.

As discussed, Global Markets are working with various third party external investors to purchase 100% of the

. equity of NewCoSPV3 (the "Equity”). NewCoSPV3 will purchase the equity of NewCoSFV1 and NewCoSFV2.
The sizing requirement of both these equity stakes will be calculated as at least 51% of the total expected loss
of the underlying real estate portfolios. However, as both the HSH and HRE real estate portfolios are to be
finalised the exact amount of the Equity is unclear but it is expected to be in the region of $6mn. Terms have
not as yet been agreed on the return that will be payable on the Equity but it is expected to be in the region of
30%. Whilst a high number as the actual nominal amount is small the cost is deemed acceplable in view of the

RWA savings achieved.

Again, as the Portfolio remains to be finalised, the weighted average spread of the Portfolio is unknown but via
the structure will continue to accrue and be payable for the benefit of HSH. The cost of purchasing the HSH
CDS, which gives rise to the Protected Portfolio achieving a 0% RWA, will be less than the margin on the
Portfolio. Whilst as not yet determined the premiums on the CDSs will be sufficient to pay the spread on the
repo, the commitment on the BLF, the return on the Equity and the SPVs running costs.

5.6 Commitment Strategy
This transaction is consistent with HSH's desire to optimise its Basal | RWA within an efficient framework.

§.7 Other essontial notes

it should be noted that whilst HSH does not take a direct exposure to HRE as both the BLF and repo facilities
are provided to NewCoSPV2 and NewCoSPV3 respectively and it Is the view of Clifford Chance that the cash
collateral is not at risk due to a HRE bankruptcy, there is none the less a potential indirect exposure given the
limited purpose nature of NewCoSPV2 and NewCoSPV3. Whilst technically no limit is required, KRM and
Group Risk Management are being consulted as to the most prudent way in which this indirect exposure
should be captured in HSH's systems. The approval of this application recognises that the indirect HRE
exposure that HSH assumes is a crucial element of the transaction which may require, in due course, an

appropriate line recorded against it.

Whilst HSH will purchase protection from NewCOSPV1 it is viewed that no lines are required for the vehicle
due to the facts that I) the exposure will be fully cash collateralised and ii) it is intended that settiement for all
parts of the structure will take place on a netted basis to the extent possible. However in the event that the
latter is not possible then settiement lines might be required which again would be viewed as a pre-requisite of
the transaction, However with the approval of this application any subsequent line required by NewCoSPV1 as

contemplated herein is aiso congidered to be approved.
5.8 Summary

5.8.1

58.2

5.8.3

Opportunities/Sirengths

This  transacton meets HSH
requirements to oplimise its RWA at
minimal cost within an efficient
framework.

The transaction has been initially
approved by Legal & Compliance
Department as BaFin compliant for
Basel | purposes, subject to
satisfactory final documentation.

Respected co-afranger in HRE who
have the same drivers as HSH.

Risks/Weaknesses

Execulion: Risk of HRE not completing the transaction as
contemplalted or in time.

Mitigant: HRE is a respected counterparty which has an
equally pressing requirement for RWA optimisation.

Equity investor execution: Risk of the third party external
investor not completing the transaction as contemplated or
in time.

Mitigant: Several existing clients have already been
identified and expressed a strong interest. The Equity
offers an attractive return for the small nominal risk
assumed.

Additional exposure: Via the repo and BLF HSH will be
exposed to both real estate assets from HRE and
potentially HRE Rself.

Mitigants: HSH will conduct a due diligence review of the
HRE portfolio, which itself benefts from 20% credit
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Approval is sub)ect' jec “to“ -

» Satisfactory legal review of documentation;
'« satisfactory due diligence review of HRE real estate assets; and
s Compleied analysis by BU Real Estate of Portfolio, including expected loss.

.

Originator . Market-BU S UB RGO' mte L | beﬁ' Hoads A

Steve Powell Luwiﬁ&h Sanchez - Pad DuﬁylFrank Otten“'_
General Manager Head of Originations

Marc Schack London Branch

Structured CreditAnalysls | L
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